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Mexico registered annual inflation of 5.7% during 2002, much higher than the government's official
target of 4.5%. This was the first time in four years that the government did not attain its targeted
goal for annual inflation. The 2002 rate was also a significant increase from an annual-inflation level
of 4.4% in 2001 but was still down sharply from the 8.96% rate in 2000, the Banco de Mexico (central
bank) said in its annual-inflation report for 2002.
The consumer price index (Indice Nacional de Precios al Consumidor, INPC) was especially high
during November, increasing by 0.81% from the previous month. The accumulated inflation rate for
January-November was 5.39%, already surpassing the 4.4% annual rate for all of 2001.
The central bank reported the INPC for December at 0.44%, which brought the annual rate for
the year to about 5.7% The December INPC compared with a very low rate of about 0.14% during
the same month in 2001, the report indicated. The Banco de Mexico attributed the higher inflation
during the year to higher prices for fruits and vegetables and to the increases in energy rates
mandated by the federal government. The government raised rates for electrical power and
liquefied petroleum gas (LP gas) by an average of 11% during the year.
The cost of fruits and vegetables was up an average of 8.6% during the year. The higher annual
inflation was also attributed to a 10% rise in the cost of private education. Some analysts suggest
the annual inflation could have been higher in 2002 if the Mexican economy had not experienced
sluggish growth. Preliminary estimates indicate that Mexico attained a GDP growth rate of between
1.2% and 1.5% in 2002. "If the GDP rate had reached 2% or 3%, it's very possible that inflation would
have taken off," said analyst Berenice Yaber of the Grupo de Economistas y Asociados (GEA).

Weak peso expected to fuel inflation in 2003
In the budget sent to the Congress in November and approved in December, the central bank
and President Vicente Fox's administration targeted an annual-inflation rate of 3% for 2003 (see
SourceMex, 2002-11-13 and 2002-12-18). Many analysts doubt that the government will attain its goal
because of the recent weakness of the peso.
The Mexican currency was quoted at 11.08 pesos per US$1.00 on Jan. 15, compared with about 9.00
pesos per US$1.00 in March of 2002. A weak peso benefits the manufacturing sector by increasing
the competitiveness of exports and slowing imports. But the reduction in imports can also translate
to higher consumer prices, which in turn tend to fuel inflation.
In contrast, the record-low inflation in 2001 was primarily the result of a strong peso (see
SourceMex, 2001-01-16). Partly because of the weak peso, private forecasters have projected
Mexico's annual inflation for 2003 at an average of 4.2%, according to a recent survey by the Banco
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de Mexico. The prospect of higher inflation has led the Banco de Mexico to tighten monetary policy.
On Jan. 9, the bank increased the amount of money that will be taken out of circulation daily to 550
million pesos (US$49.6 million) from the previous level of 475 million pesos (US$42.9 million). But
some economists are questioning the bank's ability to control inflation, given the possibility that last
year's economic slowdown will continue into this year.
Rogelio Ramirez de la O, director of the economic consulting company Ecanal, said last year's
anemic economic growth did not translate to lower inflation, which is a concern. "It begins to create
second guesses about the Bank of Mexico's ability to control inflation," Ramirez told The Dallas
Morning News. Central bank intervention could limit GDP growth in 2003 Other analysts say the
bank's intervention in the currency market raises concerns about the impact on this year's economic
growth.
"The Banco de Mexico could tighten monetary policy to strengthen the peso, but that would mean
raising interest rates just as the economy is leaving a recession," said economist Raul Feliz of the
Centro de Investigacion y Docencia Economica (CIDE) in Mexico City. "It could turn into a tough
choice." The central bank's chief governor Guillermo Ortiz Martinez said the Secretaria de Hacienda
y Credito Publico (SHCP) must do its part to keep inflation under control by not raising prices for
electricity and other public utilities more than the average of 2.7% projected in the 2003 budget.
Some private business organizations are not too optimistic about this year's economic forecasts,
no matter what actions the central bank takes. In a report in mid-January, the country's largest
retailers association (Asociacion Nacional de Tiendas de Autoservicio y Departamentales, ANTAD)
cast doubts on the government's forecasts for both inflation and GDP growth. The organization
pointed to negative factors in the economy, such as last year's higher-than-expected prices and the
government's inability to create a sufficiently large number of new jobs. "The businesses in our
sector will cut investments by about US$200 million from last year," said ANTAD.
The Centro de Estudios Economicos del Sector Privado (CEESP) said the high inflation at the end
of the year could have an impact on wage negotiations in 2003. Business organizations like the
Confederacion de Camaras Nacionales de Comercio (CONCANACO) is recommending to affiliates
not to award salary increases above the 3% annual-inflation rate forecast by the administration.
In contrast, the Confederacion de Trabajadores de Mexico (CTM) is urging member unions to reject
any salary increases that are less than 4.5%, which is one-and-a-half percentage points above the
government's forecast for annual inflation. But companies could be under pressure to boost salaries
even higher if inflation rates continue to increase during the early part of the year. In December,
human-resources company AON Intergamma projected salary increases would average between
5% and 5.5% during 2003. [Note: Peso-dollar conversions in this article are based on the Interbank
rate in effect on Jan. 15, reported at 11.08 pesos per US$1.00] (Sources: Novedades, 12/04/02; Spanish
news service EFE, 12/10/02; The News, 12/11/02; Milenio Diario, 12/10/02, 12/13/02; Reforma,
12/02/02, 12/10/02, 01/10/03; The Dallas Morning News, 01/01/03, 01/10/03; Dow Jones newswires,
01/10/03; La Cronica de Hoy, 12/10/02, 01/06/03, 01/09/03, 01/10/03, 01/13/03; El Universal, 01/10/03,
01/14/03; La Jornada, 12/10/02, 12/13/02, 12/14/02, 01/15/03; El Financiero, 01/10/03, 01/13/03,
01/15/03)
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